THE CHILEAN DEBT PAYMENT OF 1891 


For many years before 1890 Chile had held in the markets of 
Europe the highest standing for public credit of any South 
American country. Since 1840 she had met promptly all foreign 
obligations. Even the Baring panic of 1890, so disastrous to the 
public credit of other South American countries, did not shake 
European confidence in Chilean securities, and during most of 
that year her 44 per cent. bonds were quoted in London above 
par, and at no time did they fall below 99. 

Early in January 1891, the long-standing dispute between 
President Balmaceda and the Chilean Congress led to Civil War, 
which ended in August of the same year with the complete 
triumph of the Congressional party. During this struggle service 
was promptly paid on the Chilean foreign debt. Although badly 
depreciated from the high levels of the year before, Chilean 
bonds continued throughout the entire period of hostilities to be 
quoted at higher prices than the bonds of Uruguay, Argentina or 
Brazil. 

Out of these conditions arose the mythical story that during 
the Civil War President Balmaceda and the Congressional Govern- 
ment were both so eager to maintain the credit standing of their 
country that both offered to pay the service on the foreign debt, 
‘The story has a wide circulation in Chile; in American and 
English banking circles it is familiar, although frequently regarded 
with some scepticism ; and Viscount Bryce twice related the story, 
thus making it known to many English-speaking students of 
polities, and giving it a prestige that it would otherwise not have 
had.1 

Chile’s recent default on her foreign bonds, along with so many 
other countries that were caught between the upper and nether 
millstones of unwisely contracted public debts and precipitous 
falls in the price of leading exports, makes of particular interest 
a study of the 1891 chapter in her foreign debt history. An 
examination of the events of that year explains how Chile in the 

* “So scrupulously regardful were the Chileans of their financial credit, that 
both Balmaceda and his Congressional antagonists, each claiming to be the 
lawful Government, tendered to the foreign bondholders payment of interest on 
the same public debt while the struggle was going on.” South America (New 


York, 1912), p. 222. Essentially the same statement appears in Modern Demo- 
cracres (New York, 1921), Vol. I, p. 194. 
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is) 
midst of a sanguinary Civil War was able to make a large foreẸn 
debt payment at a time when her neighbours were in defaút. 
Moreover, although definitely relegating to the realm of legend 
the story of the double offer of payment on the public debtgit 
makes clear how such a belief originated. It developed outzof 
the campaign of diplomacy, propaganda and finance carried %n 
in Europe between the agents of the Congressionalists and fhe 
representatives of the Balmaceda régime, a campaign whigh, 
though less dramatic than the armed conflict, played an impor 
part in the final outcome. 

At the outbreak of the Civil War, Chile had five bond i BE 
outstanding a the European market, the salient facts in regad 
to which are : 

At the u of hostilities in January 1891, the Eiei 
due at the close of 1890 had already been made. With the 
exception of the small amount required to liquidate the Barthg 
loan, which matured in March 1891, no further payments — 
due for over five and a half months. 

On January 1, 1891, the foreign balance of the Chilean Govein- 
ment was over £600,000, a large part of which was the dir&t 
proceeds of the loan of 1889, and on deposit with the issuing 
bankers in Berlin.? By law the proceeds of this loan were to ‘Be 
used exclusively for railroad construction, and the Governmeat 
was drawing upon these balances gradually as occasion arog. 

1 Resúmen de la Hacienda Pública de Chile desde la Independencia Hasta 


1900, published by the Dirrecién Jeneral de Contabilidad of Chile (Santiago, 
1901), Section Deuda Publica, passim. 


E 

Balance 2. 

Date of Outstanding 3 
Issue. Issuing Bankers. Jan. 1, 1891. = 
1843 Baring Brothers £7,600 & 
1885 City Bank £786,500 © 
1886-7 N. M. Rothschild and Sons £7,022,100 2 
1889 Deutsche Bank and Mendelssohn Z 
and Company £1,538,660 & 

Total £9,354,960 S 


2 According to a statement of the Chilean Minister of Finance in the Cham§er 
of Deputies in November 1891 (cited in Memoria Presentada ala Hxema, J upta 
de Gobierno por Augusto Matte y Agustin Ross Agente Confidencial del Gobiegno 
de Iquique en Europa durante la Revolucion (Paris, 1892, p. 123)), the foreign. 
balance on January 1, 1891, consisted of 3,036,629 gold pesos (48d.), distributed 
as follows : 


= 
Deutsche Bank i 1,444,184 D 
Mendelssohn and Company 1,383,760 S 
N. M. Rothschild and Sons 208,685 z 
8 
© 


3,036,629 gold pesos of 
48d. (£607,326) 
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These balances, in accordance with the practice of the Chilean 
Government at that time, were under the control of the Paris 
Legation. 

To prevent Balmaceda from using these funds became a 
major objective in the campaign carried on in Europe by the 
Congressional agents, Augusto Matte and Agustin Ross. Matte, 
a former Minister of Finance, and Ross, a member of the Chilean 
banking-house of A. Edwards and Company, made a notable 
contribution to the success of the Congressionalist cause by the 
able way in which they handled its affairs in Europe. With head- 
quarters in Paris, they acted as its military purchasing agents, 
financial representatives, propagandists and unofficial diplomats. 
One of their principal activities consisted in “ efforts made for the 
purpose of obtaining the retention by the banking-houses of 
Kurope of the funds which the Republic had in their hands before 
the Revolution began, and whose delivery was asked by the agents 
of Balmaceda; and efforts made to prevent the agents of Bal- 
maceda from contracting loans or pledging in any way the credit 
of Chile.” 1 

Before the armed struggle of Chile was fairly under way, the 
battle over the balances had begun in the European capitals. 
Early in February 1891, Carlos Walker, on behalf of the Con- 
gressionalists, had written to the Deutsche Bank and Mendelssohn, 
instructing them to honour no drafts drawn by Balmaceda or his 
agents.2 On February 16, 1891, The Times reported through its 
Paris correspondent that a disagreement had arisen between the 
Government of Chile and the German bankers, and that the 
bankers refused to turn over any proceeds of the 1889 loan unless 
they were to be used for railroad construction. The report was 
promptly denied by the Chilean Minister in Paris,’ and the fact 
that the Balmaceda Government drew heavily on the Berlin 
balances, both in February and subsequent months, would indicate 
that the original report from Paris was untrue. However, 
Walker’s protest probably had aroused some suspicion toward 
the Balmaceda régime in the minds of the German bankers, for 
shortly afterwards a cable was received in Santiago from Antunez, 
the Chilean Minister in Paris, who had been ordered to look into 
the loan market in Europe : “ I expect nothing from the Germans, 


1 Matte-Ross Report, pp. 1, 2. 

2 Tbid., p. 65. 

3 The Times, February 21, 1891. 

4 A full statement of the movement of the Berlin balances during the Civil 
War is in Memoria del Minisiro de Relaciones Esteriores Presentada al Congreso 
Nacional en 1892 (Santiago, 1893), tables facing p. 74. 
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warned in the name of Congress by C. Walker protesting ov 
loan.” + 

On February 20 Ross wrote to Mendelssohn and Compay 
denying the right of Balmaceda to receive any Chilean palana 
except to meet expenses authorised previous to January 1, 18 
About the same date he sent similar letters to the Deutsche bat 
and to the Rothschilds. 

To these letters Mendelssohn and the Deutsche Bank did bot 
reply, but Ross and Matte state that “indirectly we knew that 
they had seriously considered our observations.” The Roths- 
childs likewise made no reply, but Matte and Ross were informed 
that they had observed that “ they did not have in their possession 
funds which were the direct proceeds of the loans of Chile, mt 
funds intended for the service of our public debt, and that conge- 
quently there was no necessity of making any retention.” * È 

On April 6 Matte and Ross wrote to the Rothschilds, stating 
that the Provisional Government of Iquique “ has asked you net 
to touch the funds deposited with your house except for the pay- 
ment of the interest and amortisation of the Chilean Debt; Bo 
one, in fact, is authorised to draw against these funds under aby 
other pretext. . . . In the name of the Provisional Government 
established in Teas we ask you to give us your opinion in this 
matter, in order that we can inform the authorities of Iquiq®. 
Furthermore, we understand that in this matter your houses 
assuming considerable risks and responsibilities.” 5 

The following day they received a reply that the Ss 
“ could not assume the responsibilities which we said they wod 
incur because of payments made to the agents of President 
Balmaceda, but that nevertheless they would with pleasure take 
note of our observations, especially those which related to iie 
security of the rights of the bondholders.” ® 

Encouraged by this reply, Matte and Ross at once went Zo 
London, where they had a meeting with Mr. Tite of N. M. Rotk- 
child and Sons. According to their report, Mr. Tite informed 
them that his firm had decided to reserve £170,000 of the funds 
on deposit with them to pay the July service on the loans for 

1 Fanor Velasco. La Revolucién de 1891 (Santiago, 1925), p. 221. Volaggo 
was the Sub-Secretary of Foreign Relations under the Balmaceda se 
This book is his diary, which was published posthumously. 

2 Matte—Ross Report, p. 66. Letter published in full in Appendix 18. Si 
the letters are published in the report in Spanish. Where the original letẸr 
was in English, the English wording of quotations given in this article may 
differ somewhat from the original form. 


D 
3 Matte-Ross Report, p. 66. 4 Ibid., p. 67. Š 
5 Ibid., Appendix 19, p. 185. è Ibid., pp. 67, 68. 
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which they were agents. This left a balance of about £10,000 
available for Balmaceda. That the Rothschilds did make such 
a reservation of funds at about this time seems to be confirmed 
by the entry in Fanor Velasco’s diary of April 9, which reads : 


** Antunez advises that : 


Rothschild is withholding 180 thousand pounds for the 
service of the debt saying that according to the contract 
they must be paid in June . . .; in view of the slowness of 
the courts and the proximity of June, Antunez believes it 
preferable to authorise the retention. . . .” 2 


Antunez’ cable suggests that the reservation of funds at this 
moment was not welcomed by the Balmaceda Government. But 
it is by no means certain that Matte and Ross were responsible, 
or that the Rothschilds would not have acted as they did on their 
own initiative. A definitive answer to the question could be 
found, if at all, only in the records of N. M. Rothschild and Sons. 

With the Rothschild balance accounted for, the indefatigable 
agents of the Congressionalists turned again to the German 
bankers, now armed with the additional talking point that funds 
had been reserved for the protection of the English bondholders. 
On April 19 letters were sent to the Deutsche Bank and Mendels- 
sohn, mentioning that the Rothschilds had reserved funds for 
the payment of the debt service, and warning these banks that 
any loan made to Godoy, the recently appointed representative 
of Balmaceda in Europe, “ would not be recognised by the 
legitimate Government of the country.” 3 Two days later they 
again wrote to the Deutsche Bank and Mendelssohn, and to the 
City Bank of London, calling their attention to the fact that 
Rothschilds had reserved funds for the payment of its two debts, 
and suggesting that it was only right that they should demand the 
same of the Chilean Legation for the protection of their customers.* 

On April 21 the Junta de Gobierno of the Congressionalists 
passed a resolution that they would not recognise any debts 
contracted by Balmaceda or his agents. Matte and Ross gave 
this publicity in the principal papers of Europe, and sent copies of 
it to Deutsche Bank and Mendelssohn, with an accompanying 
letter again warning them against making any loans to Godoy.® 

1 Matte-Ross Report, p. 68. 2 Velasco, op. cit., p. 274. 

3? Matte—-Ross Report, p. 70. Letter published in full in Appendix 20. 

4 Ibid., pp. 71, 72. Letter published in full in Appendix 21. 

ë Matte-Ross Report, p. 72. The decree, and the letters, are given in 


Appendices 22 and 23. A statement of the decree appeared in The Times, 
April 24, 1891. 
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Letters of a similar nature were sent to the other Europegn 
bankers who held Chilean funds, including the Bank of Englar, 
Baring Brothers, and Munroe and Company of Paris, in the efidrt 
to tie up these balances. These efforts were fruitless, except 3n 
the case of Munroe and Company, which, even in the face of an. 
order from a French court, refused to turn over to Godoy a smail 
sum on deposit with it.1 Matte and Ross also tried, unsuccegs- 
fully, by court action to prevent N. M. Rothschild and Sons apd 
Baring Brothers from turning over funds to the Bate aeki 
representatives.? 

Also unsuccessful were their efforts to stop the Germa 
bankers from turning over funds to Godoy. But the Germans, 
whether on their own initiative or as a result of the Matte-Rgs 
petitions, reserved £80,000 for the payments, due July 1, 186, 
and January 1, 1892, on the loan of 1889. The balance of 
approximately £60,000 was left at the disposal of Godoy.® The 
reason why funds were reserved for two interest dates, as well as 
the question whether the Germans acted on their own initiatiys, 
or at the suggestion of Matte and Ross, is not clear. If the actién 
was taken against Balmaceda’s wishes, he at least accepted the 
situation, for early in July the Paris Legation stated that funds 
were on deposit with the German, bankers for the payment of the 
January 1, 1892, coupon. 

There has never been any suggestion that the Balmaceda 
Government intended to default on the payment of the J 
coupon. As early as March, before the bankers had “ agree 
to retain any funds for the public debt, the Santiago correspondeat 
of The Times reported that he had the “ pledged assurances of the 
President and the Ministers, guaranteed by funds deposited 3 in 
Europe, that the service of the national debt for July is a 
reserve.” 5 Even Matte and Ross, in their report to the Pig- 
visional Government, made no claim that Balmaceda did ngt 
intend to make payments on the foreign debt, but simply stated 
that serious consequences would have resulted had he not paig,® 
Julio Bafiados Espinosa, head of the Balmaceda Cabinet forsa 


/609 


sn Kal 


1 Matte—Ross Report, pp. 76, 77. 

2 The South American Journal, July 11, 1891, p. 48; Matte—Ross Rept 
pp. 77,.78. 3 Matte—Ross Report, pp. 72, 73. 

4 The South American Journal, July 4, 1891, p. 8. 5 March 23, 189% 

6 “Tn view of the events which were then occurring in the country, the 
result mentioned above [the reservation of funds by the Rothschilds and 
German bankers] may be considered as a fortunate event, for thus the eredit&t 
the Republic was saved from the grave injury.it would have suffered from aby 
delay in the payment of interest or amortisation on our foreign debt.” Matfg- 
Ross Report, p. 73. 
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time during the Civil War, whom Balmaceda commissioned before 
his death to write an apologia for the deposed administration, 
emphatically declares, both that Ross and Matte had nothing to 
do with the retention of funds by the banking-houses, and that 
Balmaceda had no intention of suspending service on the debt. 
It is perfectly understandable, however, that Balmaceda, in April, 
should have had every intention of paying the July coupon, and 
yet should not have cared to have the funds tied up nearly three 
months in advance, when they were urgently needed at the 
moment for military purposes. It is likewise possible, had the 
Rothschilds and the German bankers not reserved funds in 
advance, that Balmaceda would have used the funds for other 
purposes, and hence would not have been able to pay the July 
coupons. But this lies in the field of conjectural history. 

Shortly before the payment of the July coupons, the Pro- 
visional Government (presumably speaking through Matte and 
Ross) issued a statement in Paris “ pledging itself to the payment 
of the national debt.” ? The Paris Legation, representing the 
Balmaceda Government, at once issued a counter-statement that 
the Legation had made the arrangements for the payment, and 
that “ the revolutionary party in Chile are trying to get credit for 
what the regular Government of Chile are doing.” 3 

Before the January 1 payments on the Rothschild and City 
Bank debts could become a problem either for the Balmaceda 
Finance Ministry or the Press bureaux of the contending Govern- 
ments, the victories of August 1891 had established the Congres- 
Sionalists in Santiago. When Augusto Matte took over the Paris 
Legation in September 1891, he found that the large balance 
with which the year had opened, the greater part of which was 
reserved exclusively for railroad construction, had been entirely 
exhausted.4 From the proceeds of the railroad loan of 1889 
came the major part of the funds used to pay the service on the 
public debt, and to meet Balmaceda’s foreign military and naval 
expenditures. There is hence no mystery as to how Chile made 


1 Balmaceda (Paris, 1894), Vol. II, pp. 352; 372, 421. 

2 The Times, June 30, 1891, Reuter dispatch from Paris; The South American 
Journal, July 4, 1891, p. 8. 

3 The South American Journal, July 4, 1891, p. 8. 

4 Except for a special deposit with the Deutsche Bank to meet the debt 
payment on January 1, 1892, no funds remained in Germany; the balance with 
N. M. Rothschild and Sons was only £1228; and though the accounts with 
other banking-houses indicated a balance of about £19,000, it later developed 
that the overdrawing of the Chilean account with the Compagnie Comercial 
Francaise really left the Legation a net debtor to European bankers. Memoria 
del Ministro de Relaciones Esteriores Presentada al Congreso Nacional en 1892 
(Santiago, 1893), p. 59, and tables facing p. 74. 
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the payments on its foreign debt during the Civil War. Furthgr- 
more, the Congressional Government never offered to pay outæf 
funds over which it had any control, although after the victorges 
of August 1891 placed it in power, it honoured not only its ogn 
obligations, but also all debts contracted by Balmaceda, whith 
during the Civil War it had denounced as illegal. The finandal 
record of the Congressionalists after the Civil War was a highly 
creditable one, in which Chileans have taken pride. It gives a 
touch of poetic truth to the legendary story of the double offer 
of payment on the public debt. 
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Princeton University. 
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